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KEY ECONOMIC INDICATORS: 


ITEM 


INCOME , PRODUCTION 


GDP at Current Prices 

GDP at Constant 1960 Prices 

Per Capita GDP Current prices in US$ 
Fixed Investment, Public and Private 
Indugtrial Prod. Index (1970=100) 


MONEY, PRICES 


Money Supply 6,388 
Interest Rates (Commercial Bank Prime) 11-12% 
Consumer Price Index, National (1968=100) 134.7 


Wholesale Price Index, Mexico City 
(1954=100) 214.9 


BALANCE OF PAYMENTS AND TRADE 


Gold and Foreign Exchange Reserves 1,285 1,407 + 9.5 
Balance of Payments +265 +122 -- 

Balance of Trade -1,053 -1,756 +66.8 
Exports, FOB w/BoM reval. 1 ,665 2,084 +25 .2 
Imports, CIF 2,718 3,840 +41.3 


1/ All 1973 figures preliminary. Revised 1972 trade figures reflect new GOM 
~ methodology on border industries. 


Main imports from U.S. in 1973: Chemicals (inorganic and organic), machinery and 
equipment (electric and non-electric): metal working machinery and machine tools, 
paper and printing machinery, construction and mining machinery; automotive 
accessories and parts; iron and steel products. U.S. agricultural commodities 
continue to maintain an important share of the Mexican market - particularly 
wheat, corn, and oil seeds. 


SOURCES: Bank of Mexico and Embassy calculations. 





SUMMARY 


The Mexican economy achieved a GDP growth rate of about 
7.4 percent in real terms during 1973, and continued to show 
strength in the first months of 1974. The economy is expected 
to slow down somewhat during the balance of this year, due in 
part to restrictive government monetary and fiscal policies 
aimed at reducing inflationary pressures, and in part to material 
shortages. It was the industrial sector which permitted Mexico 
to enjoy such a substantial real GDP growth last year, with 
manufacturing, construction, petrochemicals, basic chemicals, 
and steel all showing strength. Other sectors made disappointing 
showings, with agricultural production up by only 1.7 percent, 
less than half Mexico's 3.5 percent population growth rate; 
petroleum production increases falling well below increases in 
domestic demand; and minerals production showing only small gains. 


Inflation remains one of Mexico's most serious economic 
problems. Mexico City's Wholesale Price Index (MCWPI), con- 
sidered a leading indicator, rose by 15.7 percent on a monthly- 
averaged yearly basis during 1973. It is anticipated that there 
probably will be some reduction in the inflation rate in Mexico 
during the balance of 1974, although inflation will continue to 
be a very worrisome problem. 


Mexico's foreign trade deficit in 1973 was almost 1.8 billion 
dollars, a record high, with imports of 3.8 billion dollars, and 
exports of a little more than two billion dollars. Despite this 
record trade deficit, Mexico was able to improve its reserve 
position by 122 million dollars last year. Mexico's international 
monetary policy continues to stress the maintenance of the 
peso-dollar parity and freedom from exchange controls. The 
investment climate in Mexico can best be described as mixed, 
with some foreign firms going ahead with substantial investment 
plans, while others continue to maintain an attitude of watchful 
waiting. It is still unclear just how the foreign investment 
law, passed in May 1973, will be administered, since regulations 
for the registry of foreign investments were published only 
recently. 


Mexico continues to provide countless opportunities for 
alert U.S. exporters, as demonstrated by the fact that U.S. 
exports to Mexico last year amounted to almost three billion 
dollars. Capital goods of many types are in strong demand, as 
are certain agricultural products such as grains, oil seeds, and 
oil seed products. The U.S. Trade Center provides an invaluable 
vehicle for an active promotion of U.S. goods to the Mexican 
market. Major exhibitions during the balance of 1974 will 
feature auto maintenance equipment (July), graphic arts equip- 
ment (August), machine tools (October), and pharmaceutical equip- 
ment (November ). Solo promotions can be scheduled between 
the major exhibitions. 





CURRENT SITUATION AND ECONOMIC TRENDS 


Economic Growth Rate Strong in 1973 


Mexico achieved an economic growth rate of more than seven 
percent in 1973, according the Banco de Mexico (central bank). 
Real growth of Gross Domestic Product (GDP), according to the 
bank, was between 7.1 and 7.6 percent last year. Final GDP 
growth figures await further calculations by the central bank 
for the contribution of the commercial and services sector. 


As in the past, it was industrial sector growth which 
permitted Mexico to achieve such a strong improvement in real 
GDP. The general increase in industrial sector production was 
8.2 percent, and would have been higher except for constraints 
on productive capacity caused by non-availability of raw 
materials, including energy products, and transport problems. 
The Mexican economy has continued to show some expansionary 
trends during 1974, although prospects are for a slower growth 
rate this year, due in part to the Mexican Government's restric- 
tive monetary and fiscal policies aimed at reducing inflationary 
pressures. 


Sectoral Growth Trends Mixed 


The manufacturing sector was not alone in showing strength 
last year. The construction industry, buoyed by public sector 
activities such as the Workers' Housing Trust Fund (INFONAVIT), 
grew by 15.5 percent. Petrochemical production also increased 
by 15 percent. Production of electrical energy increased by 
8.5 percent last year, steel production increased by 8.4 percent, 
and production of basic chemicals was up by 15.2 percent in 1973. 
Production goods output, a leading indicator, increased by 9 
percent in 1973, the same as in 1972. Production of transporta- 
tion equipment was up by 21.2 percent, and production of machine 
tools increased by 12.1 percent. 


Other sectors did not fare so well last year. Petroleum 
production increased by only 4.5 percent, less than half the 
increase in domestic demand for petroleum products. As a result, 
very substantial amounts of crude oil and refined products had 
to be imported. Production of minerals increased by only 2.5 
percent last year. Agricultural production was up by only 1.7 
percent, less than half Mexico's 3.5 percent annual population 
growth rate. Livestock production increased by 2.5 percent; 
forestry was up by 5 percent. However, barring poor weather 
conditions or serious fertilizer shortages, the outlook is for 
a slightly-improved growth rate in agriculture and livestock 
during 1974. The area planted to several key crops, such as 
cotton, corn, sugar, sorghum, and beans, will be greater this 





year. There is concern over availabilities of fertilizers, 
particularly phosphates and potash, since Mexico is heavily 
dependent on imports for its needs. Yields could be affected 
if these imported products are not available in sufficient 
quantities. 


Inflation a Serious Problem 


On a monthly-average basis, Mexico's National Consumer 
Price Index (NCPI) grew by 12.2 percent last year, and the 
Mexico City Wholesale Price Index (MCWPI), increased by 15.7 
percent. However, the MCWPI, which includes 210 key articles, 
increased by 25.2 percent if the December 1973/1972 figures 
are compared. The NCPI increased by about three percentage 
points less on the same basis during the same period. These 
increases, however measured, underscore the fact that inflation 
is one of Mexico's most important current economic problems. 
The causes of inflation in Mexico include increases in the 
cost of capital goods purchased from abroad, the Mexican Govern- 
ment's policy in 1973 of dramatic public sector expenditures to 
meet perceived social needs (public sector expenditures 
increased by 27.5 percent in 1973), and pressures on prices 
resulting from increased production costs, such as wage 
increases. It is anticipated that there probably-will be 
some reduction in the inflation rate in Mexico during 1974, 
although prospects are that inflation will continue to be very 
worrisome for some time to come. The Mexican Government has 
announced an "austerity" budget this year, and is following 
a restrictive monetary policy which has resulted in a credit 
"squeeze" for businessmen. 


Foreign Trade Deficit Reaches Record Level 


According to preliminary figures of the central bank, 
Mexico's trade deficit in 1973 was some 1.76 billion dollars, 
with imports of 3.84 billion (an increase of 41.3 percent as 
compared with 1972), and exports of 2.08 billion dollars ( an 
increase of 25.2 percent). The deficit is about 60 percent 
greater than the 1.1 billion dollar deficit in 1972. Mexico's 
deficit on current account is estimated at 1.33 billion dollars, 
an increase of about 67 percent over 1972. As in the past, 
Mexico's total imports were about two-thirds for the private 
sector (2.6 billion dollars) and one-third for the public sector 
(1.2 billion dollars). Almost 80 percent of Mexico's imports 
are for capital goods, with much of the rest consisting of 
needed raw materials, semi-manufactures, and energy products 
(mostly crude oil). Importation of consumer goods and luxury 
items continues to be very small. 





Mexico Maintains Favorable Balance of Payments 


Despite inflationary problems and the considerable 
deficit on current account, Mexico was able to improve its 
reserve position by 122 million dollars during 1973, and, 
according to the Treasury Secretariat, added some 50 million 
dollars to its reserves during the first quarter of 1974. 
Mexico's gross reserves (using the IMF definition but adding 
monetary silver) stood at a record 1.46 billion dollars on 
March 22, 1974, according to the Director of the central bank 
in a recent address to a Mexican bankers group. The official 
took the opportunity to stress Mexico's firm policy of main- 
taining the peso's unvarying parity with the dollar, and 

abstaining from any type of exchange controls. 


Investment Climate: Continued Uncertainty 


The investment climate in Mexico can best be described 
as mixed, with some foreign firms going ahead with substantial 
investment plans, while others continue to maintain the 
attitude of watchful waiting which has characterized the 
foreign investment scene here over the past two years. Mexican 
Government relations with the private sector, foreign and 


domestic, have been mixed over the past year, despite several 
efforts on the government's part to achieve closer understanding. 
The foreign business community shares with Mexican businessmen 
considerable concern @boutincreasing production costs, short- 
ages of materials, inflation, and other problems. It also has 
some concerns of its own. The principal of these is the 
administration of the foreign investment law, passed in May 1973. 
After many delays, the regulations for registration under this 
new law were passed, but the intervening months were marked 

by considerable uncertainty. As this report is being prepared 
(April 1974), it is not yet clear how several pending cases 
will be decided. At least two major U.S. firms have had invest- 
ment proposals refused within recent weeks, and this has added 
to foreign investor uncertainty. While this mood of concern 
and careful watchfulness is by no means universal (as noted 
above, some established companies have obtained approval of 
expansion plans and are proceeding with them) there is no doubt 
but that the private sector in Mexico -- domestic and foreign -- 


would welcome further reassurance from Mexican Government 
spokesmen. 


IMPLICATIONS FOR THE UNITED STATES 
Opportunities for U.S. Exporters 


Mexico continues to provide innumerable opportunities for 
alert and agressive U.S. exporters. U.S. exports to Mexico 





during 1973 amounted to almost three billion dollars, as 
compared with slightly less than two billion dollars in 1972, 
representing a share of more than sixty percent of the 

Mexican market. Capital goods continue to be in strong demand 
in Mexico. There is a strong market for construction and 
mining equipment, iron and steel products, ferrous scrap, and 
agricultural products such as grains, oil seeds, and oil seed 
products. Equipment for materials-testing and quality control, 
telecommunications equipment, aircraft, petrochemicals, and 
power-generating and power transmission equipment also are 

in demand. 


U.S. Trade Center 


The U.S. Trade Center, located in downtown Mexico City, 
offers many services which allow the U.S. exporter or his 
Mexican representative further penetration of the Mexican 
market. This can be done through major exhibitions with other 
U.S. companies or by means of solo exhibitions or conferences. 


The Trade Center's schedule of major exhibitions during 
the last six months of 1974 includes: 


July 15-19 Auto Maintenance Equipment 
August 5-9 Graphic Arts Equipment 
October 21-25 Machine Tools 

November 11-15 Pharmaceutical Equipment 


Solo promotions can be scheduled between the major exhibi- 
tions; the facilities are made available free of charge. Also, 
the Mexican Government has granted the Trade Center the status 
of a bonded warehouse, so in either the major or solo exhibitions 
a U.S. company may ship its products directly to the Trade 
Center for display without passing through normal customs 
formalities. 
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